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the market because there is now so little spare production
capacity anywhere in the world.    However, there are substantial
costs to the nation if it must pay a very high price for oil
imports during a disruption.    Contingency plans provide for
standby means of increasing supply and reducing demand, to deal
with a disruption.

There are two rationales for government contingency planning.
Each rationale is based on the premise that there are benefits
available to the nation that the private sector has no incentive to
capture.    First, credible contingency plans may provide some measure
of deterrence to those who would disrupt oil supplies for political or
military purposes.    This deterrence rationale is analogous to that for
national defense because the benefits of deterrence accrue to the
nation as a whole.

The second rationale for contingency planning is similar to that
for import reduction during normal periods. Offsetting the reduc-
tion from the disruption with oil in storge would negate the large
price increase that otherwise would accompany the disruption.
The benefits of lower oil prices accrue to all  importers, not just
those who have reduced imports.    Therefore, some collective action
through import-reducing contingency plans is desirable.    More generally,
collective contingency plans among all consuming countries are even
more desirable.

The first step in contingency planning should be to ensure that
the market place works as freely as possible.    Anticipation of
allocations of supplies away from those who have stockpiled and
imposition of price controls discourage desirable private sector
actions such as stockpiling.   The allocation program during the
1973-74 embargo gave less oil to those who had stockpiled than
it did to those who had not.    Such an action gives a clear signal -
to the market place that the government will  penalize those who
attempt to protect themselves from disruption.

The second step in contingency planning is to develop standby mecha-
nisms for increasing domestic supplies and reducing consumption.    A
large Strategic Petroleum Reserve (SPR) is the lowest-cost means of
increasing supply during a disruption.    Standby surge capacity in
producing fields is generally a more expensive means of increasing
production on short notice because drawdown rates in the field are
technically limited and, for this reason, require many dedicated
facilities and the corresponding deferral of valuable production.
Large amounts of oil must be stored, in effect, to obtain standby
capacity.    SPR should be filled rapidl>-Lo substantially reduce our
vulnerability.

One means of reducing demand in the short run that relies on the
market place to allocate supplies is the standby gasoline rationing   ,
program currently authorized in the Energy Emergency Conservation
Act.    A white market that permits the resale of rationing coupons
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